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DEPT PASS DAVIS USDA/FAS/IMD/COT 

E.O. 11652: N/A 
TAGS: ETRD, EAGR, TW 

SUBJECT: POTENTIAL COTTON CONTRACT PROBLEM 

1 . A VERY RELIABLE TRADE SOURCE INDICATES THAT TAIWAN 
TEXTILE MILLS HAVE CONTRACTED ABOUT 300,000 BALES OF NE 
CROP COTTON FOR DELIVERY BEGINNING IN OCTOBER AT PRICES 
5 TO 15 CENTS ABOVE THE CURRENT MARKET. MOST CONTRACTS 
ARE FOR SHORTER STAPLES WHERE FURTHER PRICE WEAKENING IS 
ANTICIPATED. SOURCE ESTIMATES THAT 60 TO 70 PERCENT OF 
THESE CONTRACTS WILL BE IN DEFAULT IF THERE IS NOT A SUB- 
STANTIAL INCREASE IN THE PRICE OF COTTON OR TEXTILE 
FABRICS. NEITHER OF WHICH IS ANTICIPATED. 

2. THE ABOVE IS FOR YOUR INFORMATION ONLY. HE EMBASSY 
DOES NOT HAVE ANY REMEDIES TO SUGGEST FOR RESOLVING THIS 
ANTICIPATED PROBLEM. IT IS HOPED THAT THE PROCEDURES 
ADOPTED BY THE U.S. COTTON SELLERS TO PROTECT THE 
SANCTITY OF CONTRACTS FOLLOWING THE RECENT COTTON 
CONTRACT DEFAULTS IN TAIWAN WILL BE ADEQUATE TO DEAL 
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WITH THE ANTICIPATED PROBLEM LATER THIS YEAR AND THAT 
THE U.S. GOVERNMENT WILL NOT BE CALLED UPON TO GO THROUGH 
THE SAME EXERCISES AS BEFORE TO RESOLVE THE PROBLEM. 

GIVEN THE APPARENT TENDENCY OF THIS PROBLEM TO RECUR, IS THERE 
NOT SOME ESTABLISHED PROCEDURE OR CUSTOMARY LANGUAGE IN CONTRACTS 
WHICH HAS BEEN DEVELOPED OVER THE YEARS AND WHICH COULD BE 
EMPLOYED IN THESE CASES? 
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